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Governor Bill Lee has called a special session of the Tennessee General Assembly to begin on January 
27th to consider legislation related to Education Freedom Scholarships, disaster recovery efforts, and 
anticipated federal immigration actions. (1) (2) This brief reviews the current proposed costs and where 
those dollars might come from. 

Proposed Special Session Costs 
As introduced, Gov. Lee’s proposed legislation would require at least $917.6 million, not including 
any amounts related to immigration enforcement actions. This total includes $668.8 million in non-
recurring funding and $249.0 million in recurring (Table 1). Most of these dollars would come from the 
General Fund. However, the plan also diverts $77.2 million in recurring revenues from a sports betting tax 
currently dedicated to the state’s Lottery Account, which finances state-offered college scholarships. 
Recurring funding for the proposed 20,000 Education Freedom Scholarships is already funded in the 
base budget. So far, the governor has not proposed any new spending for legislative changes related to 
immigration enforcement actions. However, those actions are expected to have a fiscal impact.  

Key Takeaways 
• As introduced, Gov. Lee’s proposed special session legislation would require at least $917.6

million, not including any amounts related to immigration enforcement actions.

• Policymakers likely have at least $1.7 billion in non-recurring and as much as $1.2 billion in
recurring General Fund resources available in FYs 2025 and 2026, respectively.

• This includes a large FY 2024 surplus, recurring revenues used for one-time purposes in prior
budgets, and some modest revenue growth in FY 2026.

• Part of Gov. Lee’s proposal is funded with sports betting taxes that—along with the state lottery—
currently fund college scholarships.

• These taxes, lottery proceeds, and college scholarship costs have all been volatile recently, and
projections suggest scholarship costs may exceed net lottery proceeds at some point over the next
five years.

https://sycamoretn.org/ed-freedom-scholarship-act/
https://www.capitol.tn.gov/Bills/114/Bill/HB6005.pdf
https://sycamoretn.org/fy25-enacted-budget/
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Table 1. Gov. Lee’s Proposed Special Session Legislation Would 
Require At Least $917.6M 
Proposed Appropriations for January 2025 Special Session of the Tennessee General Assembly 

Non-Recurring Recurring Total 

Education Freedom Scholarship Act $198.6M $225.8M $424.4M 
     School Construction Fund (from sports betting) -- $77.2M $77.2M 

Disaster Response & Recovery $470.0M -- $470.0M 
Other Education Grants -- $26.2M $26.2M 

TOTAL $668.6M $249.0M $917.6M 

Note: The legislation, as introduced, does not include appropriations for HB 6001 / SB 6001 related to immigration 
enforcement actions. 
Source: HB 6005 / SB 6005 (as introduced) 

Tripped up on terminology?  
Download our Tennessee State Budget Primer. 

Available General Fund Resources 
Policymakers likely have at least $1.7 billion in non-recurring and as much as $1.2 billion in 
recurring General Fund resources available in FYs 2025 and 2026, respectively. These include 
typical revenue sources that policymakers have drawn from in recent years to use in the special session 
and the regular FY 2026 budget process. During both, the administration is likely to share information that 
is not yet public about other available resources—such as money freed up by potential spending cuts.  

Figure 1. Tennessee Ended FY 2024 With Another Large Budget 
Surplus 
Year-End Budget Surpluses (FYs 2004-2024) 

Note: Adjusted numbers are in 2023 dollars using the GDP Price Index. (6) (7)  
Sources: FYs 2012-2025 Tennessee State Budgets, the FY 2024 Annual Comprehensive Financial Report, and the 
FYs 2024-2025 appropriations act (8) (9) (3) (4) 
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https://sycamoretn.org/tennessee-state-budget-primer/
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Non-Recurring Revenue 
The state ended FY 2024 with another historically large $1.7 billion surplus (Figure 1)—funds that 
can be used for non-recurring items in FY 2025. (3) (4) This includes about $113 million in FY 2024 
General Fund overcollections (i.e., actual tax collections above those expected under the mid-year 
revised projection). (5) Details are not currently available on the source of the rest of these funds. 
However—if it is any indication—FY 2023’s surplus came largely from earnings from the Treasurer’s 
investment of state funds and agencies’ historically large reversions of unspent money to the General 
Fund. 

Recurring Revenues 
Over $800 million in recurring revenue that the FY 2025 budget allocated for non-recurring 
purposes is available to use in FY 2026. (10) The last several budgets have used new recurring 
revenues for one-time purposes due to concerns that revenue collections could slow or decline. By not 
tying these dollars up for long-term recurring commitments, they remain unallocated for future years. 

Additionally, as much as $377 million in recurring revenue may be available from new FY 2026 tax 
growth. The State Funding Board met in November 2024 to recommend a range of revenue predictions 
for revisions to the current fiscal year and an estimate for next year (Figure 2). This recommendation sets 
the range for governors’ budgets. In recent years, budgets have used the highest recommended growth 
rates. In this case, the highest recommended rates would leave the FY 2025 estimate unchanged and 
produce $377 million in new recurring General Fund revenue for FY 2026. (5) (11) 

Figure 2. State Funding Board Projections Estimate as Much as $377 
Million in New Recurring General Fund Revenue in FY 2026 
State Funding Board’s Recommended Range for General Fund Recurring Revenues vs. FY 2025 
Budgeted Revenues 

Source: November 25, 2024, State Funding Board Materials (5) 

Sports Betting Revenues 
A special session bill proposes to fund a K-12 school construction initiative with sports betting 
taxes that currently go towards lottery-funded college scholarships. Under current law, 80% of 
privilege tax collections on licensed sportsbooks go to the state Lottery for Education Account. This 
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https://sycamoretn.org/2024-tax-revenue-tracker/
https://sycamoretn.org/2025-lee-budget/#:~:text=shortfalls%2C%20the%20state-,ended%20FY%202023,-with%20another%20historically
https://sycamoretn.org/2025-lee-budget/#:~:text=recurring%20revenue%20that%20prior%20budgets%20allocated%20for%20non%2Drecurring%20purposes
https://sycamoretn.org/2025-lee-budget/#:~:text=recurring%20revenue%20that%20prior%20budgets%20allocated%20for%20non%2Drecurring%20purposes
https://www.capitol.tn.gov/Bills/114/Bill/HB6004.pdf
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allocation is expected to amount to about $73.6 million in FY 2025 and $77.2 million in FY 2026. (12) The 
Lottery Account primarily consists of state lottery proceeds, and it funds many of the state’s post-
secondary scholarships like HOPE and Tennessee Promise. (13) Prior to legalization of sports betting, 
the Lottery Account was funded entirely by state lottery proceeds.  

Figure 3. Tennessee Lottery and Sports Betting Proceeds and 
Scholarship Costs Have Been Volatile in Recent Years 
Actual Revenues and Costs for Lottery-Funded Education Programs (FYs 2019-2024) 

Sources: FYs 2021-2025 Tennessee State Budgets and State Funding Board Materials (8) (5) (12) 

Sports betting tax collections, state lottery proceeds, and scholarship costs have all been 
relatively volatile in recent years—each for different reasons (Figure 3). For example: 

• Sports Betting — Sports betting is still relatively new; it only became legal in Tennessee in 2019.
Collections did not accrue in the Lottery Account until FY 2021, ramped up significantly in FYs
2022 and 2023, and then grew at a more moderate 6% in FY 2024—the most recent full fiscal
year (Figure 3). (8) (5) (12) This provides little historical experience for understanding what
“typical” revenues or growth might look like.

• State Lottery Proceeds — It’s still unclear the extent to which sports betting affects lottery sales
and proceeds. Sports betting in other states has had mixed or unclear effects on lottery sales.
(14) (15) (16) (17) However, Tennessee lottery officials say sports betting is negatively affecting
their sales. In fact, proceeds are expected to drop as much as 9% this year (Figure 4), and
earlier this month, the state lottery launched an app hoping to boost sales and compete with
online sports betting options. (5) (18)

• Scholarship Costs — Lottery-funded scholarship costs have fluctuated in recent years due to
pandemic-related disruptions and policy changes. The share of students attending college
declined during the pandemic. (19) Then, HOPE Scholarship amounts were increased for the first
time in decades beginning with the 2022-23 school year, and dual enrollment grants were
expanded the same year. As a result, HOPE scholarship costs increased by 33% between FYs
2022 and 2024, and dual enrollment awards more than doubled (Figure 5). (20) (21) These
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https://sycamoretn.org/paying-for-college/#:~:text=State%20Grants%20and%20Scholarships
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trends and changes could have longer-term effects on scholarship costs that may not have fully 
stabilized yet. For example, college-going rates have rebounded but not fully returned to pre-
pandemic levels (Figure 6). (19)  

Figure 4.  Projections Suggest That Lottery Proceeds Will Drop This 
Year and May Fall Below Annual Scholarship Costs  
Annual Projections of Net State Lottery Proceeds and Lottery-Funded Scholarship Costs (FYs 2023-
2029) 

Note: Under current law, lottery-funded scholarships are funded by both net lottery proceeds and a portion of a 
privilege tax on sports betting. 
Source: 2024 Tennessee State Funding Board Meeting Materials (11) (5) (12) 

Figure 5. Tennessee HOPE Scholarship and Dual Enrollment Costs 
Increased Rapidly in Recent Years Due to Program Expansions 
Tennessee Lottery-Funded Scholarships/Grants Awarded by Fiscal Year (FYs 2019-2024) 

Source: Tennessee Student Assistance Corporation (20) (21) 
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Figure 6. The Share of Tennessee High School Graduates Going to 
College Hasn’t Returned to Pre-Pandemic Levels 
% of Public High School Graduates Enrolled in a Post-Secondary Institution the Following Fall by Class 

Source: Tennessee Higher Education Commission (19) 

Projections suggest annual scholarship costs could exceed net lottery proceeds alone (i.e. 
without the additional funding from sports betting) at any point over the next five years (Figure 4). 
Projections for both lottery proceeds and lottery-funded scholarships show a wide range of potential 
proceeds and costs over the next five years. Those projections suggest scenarios under which lottery 
proceeds alone might fall short of scholarship costs in any given year. (11) (12) (5) However, this does 
not account for other factors like statutorily mandated reserves that the lottery fund must carry over 
yearly. 

Limitations 
As stated above, this brief discusses the status of several known available sources of revenue that 
policymakers have drawn from in recent years during the budget process. This is based on publicly 
available documents. It does not reflect other items that have yet to be determined or announced, which 
will affect available revenues and resources for FYs 2025 and 2026.  
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THE SYCAMORE INSTITUTE 
The Sycamore Institute is an independent, nonpartisan public policy research center for Tennessee. 
Sign up for email alerts at SycamoreTN.org.  

Written By:  
Mandy Spears, Deputy Director  
Other Contributing Staff:  
Brian Straessle, Executive Director  •  Grace Baron,  Director of External Relations 

For further information, contact Research@SycamoreTN.org. 
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